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5 petober 1962

: PRODUCTION IN THE USSR
% STATINTL

1. Introduction

Industry is the highest priority producing sector in the Soviet economy.
indeed, industrial production is not only a means to other ends as jn snuy
economy but 1s an end in itself. The continuing rapid growth of industry is
a political requirement in the Soviet Union exceeded 1n importance only by
military preparedness. The best trained and hignest quality menpover as well
as a large and rapidly growing share of investment are annually directed into
i{pdustry and in particular into heavy industry whose principal end products
are (1) armaments, and (2) mechinery and construction meterials for more
{investment and more ipdustrial capacity. Under these conditions it is not
surprising that jndustrial capacity end production have grown rapidly.

The purpose of this paper is Hwofold: (1) to present an independently
constructed index of civilian (non-armaments) industrial production for the
USSR for the period 1950 to 1961, and (2) to consider possible trends and
recent developments in over-ell industrial production, including armements.
In an effort to meke the civilian index as representative of postwar production
as possible, the gample of physical products, whose production is regularly
snnounced by the Soviet government, has been supplemented by esbtimated
production geries for a number of new and rapidly growing products. The most

important of these are electronics production, civil aircraft, and merchant ships.
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A pumber of cther possibly fast growing products are omitited for lack of data.
On this account the calculated ilndex may still somevhat understate actusl
growth of civilian industrial production. A more detsiled description and
eveluation of the index can be found in the appendix te the paper.

II. Soviet Industrial Production from 1950 to 1961

A. Becent Trends in Civilian Industrial Production

Civilian industrial production in the USSR has grown rapidly in the
pericd 1950 to 1961, but the growth has sloved somewhat since 1955 and
especially in 1960 and 1961. According to the calculated index the average
agpual growth from 1950 to 1955 was 10.1 percent, from 1955 %o 1961, 8.7
percent and for 1960 and 1961, 6.6 percent. The index and its components are
shown in Table 1 and Chart 1.

Both industrial materlals and consumers noc-durable goods show
fairly rapid rates of growth during the 1950's followed by a moderate slowing
down in 1960 and 1961. For industrial materials the average annusal grovwth was
10.0 percent from 1950 to 1959 and 6.0 percent from 1959 to 1961. The growth
rates for consumer non-durable goods for the same periods are 8.8 percent and
h.,6 percent. In civillan machinery production the reterdation starts abruptly
in 1958 and is more pronounced than in the other two components. Civilian
machinery maintained an average rate of growth of 16.4 percemt from 1952 to

1957, but since 1957, only 8.7 percent.
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B. Over=-all Industrial Production

The addition of arms production o civilian industrial production would
surely modify the caleculated trends. In the absence of armaments production
dats the degree of slowdown in over-all Soviet industrial production is
uncertain, but we do not believe its snclusion would eliminate the slowdown.
The Soviet official index, shown in Toble 1 and Chart 1, which presunably
includes armaments production, shous a slight slowdown in 1960 and 1961,

The growth of armsments camnot be estimated with confidence, but some
speculations are in order. The general shape of the trend in armaments and
the key detes in Soviet military procurement policy can be readily guessed at.
Tt is of special interest that the armaments produstion trend appears to have
different turning points than those in the trend of civilian production. The
useful statistics for this purpose are civilian machinery production, excluding

electronics, and metals production _. These are

shown on Chart 2. 1/ STATINTL

The impact of armamente production is clearly visible in the Korean War
period. While metals producticn rose steadily through 1950, 1951, and 1952,
civilian machinery stayed conshant. Civilian machinery resumed & rapid growth
in 1953 which continued until 1957- Following 1957, civiiian machinery grewv even
more slowly than metals production. By enalogy with the Korean War period, the
evidence since 1957 guggeshs an scceleration of arms production. The general

shape of an arms production jndex can be described as follows: & rapid growth

O

i/ See Appendix C.
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from 1950 through 1952; a flat or slowly growing trend through 1957;
acceleration after 1957. We cannot say vhat guantities %o substitute for the

words rapid, slow, and accelerate but any of several reasonable guesses have

the same modifying effect on civilian production trends -~ that is, to increase
the growth trend im 1950-52, to slow it down in 1$53-1957, and perhsps to
increase it since 1957. Hence retardation in industrial growth may have
occurred after 1952 and agaln after 1959. An illustrative trend in over-all
industrial procduction thus might be: 1950-1952, an annusl average growth of
11 percent; 1952-1959, 9-9 1/2 percent; and 1959-1961, 7-8 percent</ In this
view 1950-1952 represented a continuation of the postwar recovery surge and
the recent slowing down occurred primerily in 1960 and 1961.

C. Possible Reasons for the Recent Retardstion in Industrial Growth

Two factors stasnd out as possible causes of the recent retardation: . Z

s

47
first, the reduction of the scheduled workweek from &% to 41 hou:g/hiQSB—GO,
and the trend of labor supply generally; second, the slowing down of investment

as a result of an increase of military production. The trend of man-hours

. élé
2/ For the over-all index to be raised from 6:7 percent annually to 8 percent in
1960 and 1961 would require & non-electronics armaments growth of 14 percent
annually. To raise it to 9 percent, and eliminate retardation entirely would
require axmaments growth of 20 percent armually. The latter figure seems
vnreasonably high. It would surely have produced a greater effect on the rest
of the economy than we observe.
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worked in industry is shown on Chart 2 slong with investment in industrypgf The
trend in industrlal investment shows only a slight slowing down, mainly in 1961.
Tr, appears that the increase in arms production has come chiefly at the expense
»f investmwment in sectors other than industry. Shortfalls in industrisal
investment in 1960 may have had some retarding effect on production in 1961.
investment in 1961 would have its effect mainly in 1962.

The trend in man-hours, in contrast, shows a marked flattening out
after 1957, which is, of course, closely related to the progressive introduction
of the short week from 1957 through 1960. The flattening of growth of man-hours
worked surely has had some retarding effect on output. Very possibly, however,
this effect was postponed vntil 1960 and 1961 as a result of the scheduling
policy in the introduction of the short workweek. In 1958 and 1959 each
enterprise was instructed to introduce the short week if it could do so without
incressing its labor force and without reducing output below plan. Those
epterprises that 4id introduce the shorter week in 1958-59 presumably had at
and known labor-saving opportunities. Taking advantage of these opporbtunities
in a glver year means not having them in later years. In 1960 all industrial
enterprises shifted toc the short workweek, ready or not. The Soviet press
testifies to the fact that many of these enterprises were forced to hire more

workers, The industrial statistics in Table ). reveal at least one industry that

3/ See Appendix O.
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Offieial Soviet index of the
gross value of industyrial
produstion

ts

1955 Value=~
, Added Ve
Celculated infex
Industrial materials 52.3
Fleetric power 3.3
Coal 9.3
Petroleun Troducts & um&ﬁ.ﬁ. gas* 2.4
Ferrous netals 6.0
Nonferrous metals 4.8
Forest products 1h.2
Paper products " 0.8
Construction materiels 6.8
Chemieals b7
, Civilian machinery 22.2
Machinery, exel. electronies 19.5
Electronics 2.7
Consumer nondurables goods 25.5
' Soft goods 16.2
Processed food 9.3
Aggregate eivilian industrial
production

Teble 1

Indexes of Soviet Industrisl Productvion,

. (1955 = 100)
1950 1951 1952 1953
61.5 69.9 75.3 80.8
58,0 61.5 T70.4 794
66.9 72.5 7.2 81.6
93.3 59.5 66.5 Th.h
59.1 68.0 75.9 83.2
51.5 60.2 70.7 78.8
157 85.8 85.9 86.2
62.2 69.7 7.1 87.1
45.8 54,3 62.6 1.4
53,1 62.6 70.2 8.4
61.8 61.9 Bh4.3 75.1
66.1 65.0 66.2 76.6
31.2 0.4 50.5 65.1
62.2 713.2 78.1 85.6
61.8 4.0 17.6 84.8
63.0 72.0 . 78.9 87.0
6.7 = 69.0 ' 73.6 80.8
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suffered a drbp in output sbiribubable to the reduced workweek. Yhe tlmber
industry, operating in disbtant and unabtractive locations, has always had
wrouble maintaining its lsbor feorce in spite of premium wages. %The
intreduction of the Ll-hour week simply resulted in 7 1/2 percent drop in
oubput of forest produchts frow 1959 to 1961.

A third factor which may bave had scme retarding effect on civilian
mechinery production is the effort to introduce greater diversification in
product lines. Introduction of new technology 1n industrial production
processes has been a vital part of indugtrial growth in the Soviet Union.
Buﬁ final products have usuaily consisted of a limited number of standard
modeis. Product differeatlation snd diversification have never been strong
points of Soviet industry oubside of high priority Tields such as armanents.
in this respect the emphasis of the seven year plan on nev technology along
with the bonuses For its introduction may have led some enterprise managers
down unfamilier and unproductive paths. Difficulties in designing and teoling
up for s wider medel range have been repoxted in agricultural equipment production
especially, and it is possible that these difficulties are in part responsible
for the decline in output of agriculbural equipment from 1957 to 1959,

it seems likely that competition from military demand countributed %o
difficultles in the introductlon of nev types of civillian equipment as well as

in other aspecis of new technology for clvilien purposes. [In this connection

Approved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8
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armaments should be thought of as including atowmic energy activity and space
programs. Space, and nuclear weapons and missiles, in this country as well as
in the USSR, have introduced a quallty aspect into the competltion for

resources that may be as important as the quantitative aspect. It is
characteristic of recent trends in veapouns systems and space programs that the
research, development, and testing programs have become an increasing.y large
part of cost. More important, the resources required for these Programs are
specialized and scarce -- very high grade sclentific, englneering, and technlcal
manpover are required along with speclal alloys and chemleals, lovw tolerances,
high performance, and in many casesg handmade components. Bach rocket test
firing wipes out a gleaming and outrageously expeunsive package of hardware.

The high grade resources are just those most needed for the Soviet plans for
nev techuology {labor saving and capitael saving) in both industry and sgriculture.

IIXI. A Comparison with Western Countries.

Table 2 compares industrial growth for the USSR, UB, Japaa, Federal Republic
of Germany, France, and Ttaly.

The most startling numbers in Table 2 are those for postwar Japan. [Its
recent rate of growth not only far exceeds that of any Ruropean cou:m:rie_s, bub
8180 that of the USSR from 1928 to i937. In the rapid surge of the first two
five-year plens Soviet civilian industry grew 11.2 perceant annually according

to Nutter b/ and 10.6 percent according to Kaplan and Moorsteen. 5/ The growth

b/ 'the Growth of Industrial Production in the Soviet Unlon, G. Warren Nubter,
- Princeton University Press, 1062, p. 163,

5! Indexes of Scoviet Industrisl Output, Norman M. Kaplan and Richard H.

" Moorsteen, Rand Corporation, 1960, p. 266.
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Average Annual Growth of Industrial Productlon

Percent
Federal
Republic of
Period USSE Us Japan af Germany b/ Fraunce b/ Ttaly b/
Prevar to 1961 5.9 ¢/ &3¢/ 5.3¢f .
b.5 af 4.0 ef k.0 ef 5.3 g/
1950-55 10.1 5.2 15.5 12.3 5.5 8.9
1955-61 8.7 2.1 18.2 6.6 7.0 9.0
1950-61 9.3 3.5 17.0 9.2 6.4 8.9

5. dJapanese Statistical Yearbook, 1961 and Japanese Ecopnomic Statistics, no. 46,

July 1962.
b. Source OEEC, Industrial Stetistics, 1500-1959, end OECD, General Statistics,

July 1962.
¢. Initial year 1937.
d. Initial year 1940.
e. Initial year 1938.

of Soviet industry inm the postwar period is about the same as that of Germany and
Italy, greater then that of France, end considerably greater than that of the
Us.

Caution is desirable in drawing conclusloas from short periods of growth,
particularly in countries recovering from wartime destruction. Therefore,
average snnual growth since prewar is shown for each of the countries. For this
purpose we have liuked our calculated index for the USSR for 1950-1961 to the
Kaplanwl\iaorsteén index of civilian output 9/ for 1937-195%0.

in c's.laability for making industry grow, the USSR must be givemn high marks.

&/ Toid-

D
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Uncertainties about number of men in service,
their average pay, and prices paid for subsisitence goods combine to mske this a

precarious operation. In addition, the announced defense budget is itself under

suspicicn. There are reasons for believing that sctivities such as military

research, Gevelopment, and testing, and perhaps even some part of armaments

procurement are financed from other parts of the budget. These kinds of

acktivities have certsinly been growing rapidly since 1950 as defense wespops

policy has shifted more and more to nuclear weapons and missile systems. _J_/

While this increases the wneertainty, it suggests thab Bergson's method leads to a

conservative estimate of the growth of armaments.

Rergson explicltly estimates munitions procurement for 1940 to 1955, snd the

estimate can be extended back to 1937 to obtaln an jndex of W15 for the period

1937 to 1555.1/ This over-all growth is already greaber than the estimated

eiviiian production growth of 395 percent for the entive period 1937 to 1961. _3:;_/

Thege calculations strongly suggeat that the growth of armaments production

from 1937 to 1681 exceeded the growth of civillan indtzstrial production and that

STATINTL

55_7 in this nabver we follow the argum in The Claim of the Soviet Milisary
Establishnent on Econcmic Resources, oy paper conkbributed to

T, Oct 1062.
10/ Bergson's estimate of total procvrement for 1937 is divided

and other produrene

betueen munifions

p. 366, 9

11/ The Kaplen-Moorsteen index of 148 for 137 to 1950 times The

'J-in;ae}: of 267 for 1950 tc 196%. '13 -

- ' STATINTL
STATINTL '

1L
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the lather s & minimum measure of Soviet industrial growth, 12/ and finally
that if the Western European and Japanese postwar jndustrial recoveries have

been impressive, that of the USSR has been no less S0-

P

12/ A much smeller estimate or Soviet armements production growth from 1937 to

1955 has been ealculated by Professor ¢. Warren Nutter. See Nutter, op.cit., p- 322b§

This estimase appears to be a serjous understatement. Tn the firsh place, we can
be reasonably sure that the stock of armaments hes grown faster than number of men
in the armed forces over this period. The trend toward increasing firepower and
equipment per men seems incontestable. The annual flow of armaments production
would also increase faster than number of men, as long as there is mo unusual
contraction 4n the terminal period.

The pumber of men in the Soviet armed forces since 1937 was approximately
as Tollows in millions:

1937 1950 1951 1052 19 1954 1955
1.5-1.7 5.0 7;".:9' 5.8 ’5".%:" "5'1%" 5.5

See Bergson, Opscit., P- 366.

An index of military manpower from 1937 to 1955 is considerably slower than
Bergson's carefully calculated munitions index. The manpower index, Bergsom's

munition index, and Nutter's military products index are as follows:

1937 1950 1953
Menpover 100 235-207 324367
Bergson, munitions 100 266 415
Nutter, military products 100 103 288

Rutter's estimate, smplying that armaments production per man fell drastically
from 1937 to 1950 and from 1937 to 1955, seems to us implausible. Nutter's
ecaleulations involve ajviding the defense budget in current rubles into pay
and subsishtence and procurement, and then dividing procurement into military
products and ".11 other". From 1937 to 1950, according to Nutter's calcudations
nmilitary products rise (in current rubles) 57 percent and "g1l other" rises
13-fold, from 21 percent of all procurement to 69 percent. From 1950 to 1955
"a11 other” is held constant by Nutter and military products rise rapidly from
31 perceat of all procurement to 54 percent. The rationale of these diverse
shifts escapes us. Even though Nutter's trend of armaments for the whole perlod
1937 to 1955 is too low, the trend from 1950 to 1955 appears %o us too high
because of the exceptionally jow index for 1950

Approved For Release 2000/04/17 :%IA-RDP79T01049A002600010004-8
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Industrial growth per se, however, is not a measure of Industrial efficiency
or of efficlency in promoting growth, much less of the effectiveness of an
economic system. Where efficliency is In yuestion the industrial performance

- must be related to cost -- cost in terms of the opportrumities foregone in
other parts of aspects of the economy and in terms of the cost of inputs into
industry. We are already famlliar with the cost to Russian consumers of the
tremendous communist emphasis on industrial Investment and growth. Careful
comparative studles of relative efficiency of industrial growth as bebtween
various couniries at various levels of technology have yet to be made. In
this paper our concern is only with industrial growth from the polnt of view
of its strategic implications for the US over the long run. ;3/

IV. Ccmparison with Other Indexes of Soviet Industrisl Production

Precisely what has been the postwzr growth of Soviet industrial production
is atill a controversial matter in spite of substantial efforts by Western

economists. The lndex of gross value of industrial production published by the

;é/ﬁ As a matter of general interest we can calculate absolute increases of
industry in the US and USSR. This calculation must comsider the divergence in
Western estimates of the relative size of US and USSR industry in any base year.
T.o main estimates have been published. The estimate of Nutter is that USSR
industry equals 22 percent of that US im 1955. (3, above) See Nutter, op.cit.,
p- 238. Mr. Allen Dulles' estimate implies that USSR industry was 1/3 of US

in 1955. 1If Dulles is correct, the Soviet absolute increase from 1955 to 1961
wes 22 {US in 1955 equals 100) and the increase in US industry over the same
pericd was 13. If Nutter is correct, the Soviet increase was 13 1/2 against
the US increase of 13. Hearings before the Joint Economic Committee Congress of
the United States, 13 November 1959, statement of Allen W. Dulles, p. 1.

13
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USSR itself is not accepted by Western students as an accurate measure of
industrial growth. The specific faults of the Soviet gross value index --

large and probably varying doublecounting, excessive pricing of new products,
inclusion of non-productive sctivity such as capital repair -- have been
exhaustively analyzed by many Western wrlters and need not be rehearsed here. ;&/
But perhaps the most important consideration is the inflated rerorting arising
from the tremendous political pressure and financial incentives operating at

all levels of the industrial hierarchy to nake the gross wvalue index for each

plant, each region, each industry, and the economy as a whole rise in excess
of plan.

Two comprehensive indexes of Soviet industirial growth have been constructed
recently; one by Norman Kaplan and Richard Moofsteen to a terminml year of 1958,
the other by 3. Warren Nutter to 1355. For the prewar period these exhaustive
and careful studies give resulss which are substantially in agreement for

civilian industrial production and there is small likelihood that they could be

much improved on with present data. For the postwar period, hdwever, tﬂere are
considerable doubts about the representativeness of the sample of producté used
in the two indexes.

The postwar period both in tzie US and the USSR has been one of rapid

introduction of nevw products and of rapid development of nevw industries. In

1i/ See Francis Seton in Soviet Siudies, October 1960, pp. 128-130.
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the successive revislons of the FRB index new industries and products have been
intensively sovered. In the list of commodities for which the Soviet government
releases production data new products are usually among the missing. The
omissions are principally but not entirely in the coverage of machinery and
equipment production. Kaplan and Moorsteen commented on their postwar index in
the following words: 135/

"With the beglnning of the 1350's, however, the level of technical

sophistication in Soviet machinebullding rose rapidly. The number

of models proliferated and changed frequently. Thus, the machinery

index is believed significantly to understate the actual increase

in output from 1950 on.”

The principal difference between the calculated Index in this paper and other
Wes-ern constructed indexes of Soviet industrial output is the inclusion in the
forser of estlimates for nev industries and products, especially electronics
cutput, civil aircraft, and merchant ships. Military purchases of merchant
ships and transport aireraft are excluded (for lack of data), but the production
saries for all other industries arc comprehensive and include production
lestined for military as well ac¢ civilian use. Important examples of dusl use
are truciks, automobiles, tractors, and electronics. Since armaments production
as such is omitted, however, the calculsted index is referred to as an lndex

of civilian industrial production.

15/ F¥aplsu-Moorsteen, op. cit., (B, above), p. 5.
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Table 3

Three Indexes of Soviet Civilian
Industrial Production, 1952-55

IS o0 et e

1950=100
Kaplsn-~
STATINTL- Nutter Moorsteen
1. Industrial Msterisls 162.7 154 160.1
Ferrous s/ 169.2 170 167.9
Norferrous b/ 19k.0 187 -
Fusl and electricity 161.6 158 . -
Electricity 185.2 - 186.6
Fuels 156.0 - 167.2
Chemicals (inecluding paper) 183.8 1hk -~
Chemicals ¢/ |80 - 165.3
Paper 160.7 - --
Construction materials (incl. wocd) - 151.5 150 -
Construction materials 218.5 - 190. 4
Foreat products 132.0 - -
Lamber, wood, and paper &/ 133.4 . 139.1
II. Civilian Machlrery (excluding 2
consumers durazbles) 147.7 - - %
Machinery (excluding eslectronics, g
aircraft, and ships) 2134.0 125 136.2 g
Transport equipment =/ 108.7 » ~ 106 o 118.2 #
1 W Agricultural machinery %/ 133.3 8 122.6 =
| Miscellaneous machinery g/ 162.4h , &;Ej// 159.3 2
Added sectors :
Electronics h/ (excl. radios =
and TV's) 295.4 - e g
Civilian aircraft 326.9 - -
Civilisn shipbuilding 192.6 - -
III. Consumer Goods 172.1 161 170.3
Food and allied products 158.8 154 156.7 I
Non-foods 179.1 - 178.9 l
Textile and allied products 161.7 154 - |
Consumer durables {irel. redio
and TV) 1/ 34k 8 283 o :
IV. Total Civilian Industrial
Production 162.1 k€ 158.1
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STATINTL

&, FRolisd st oot produsts oaly in the frdax.  Both

Natier and Kspida=M:raleen 1n~*tw3¢** iron ore, pig iron, steel fngots

sod caetings, and roilea products
STATINTL

te Alwaisus ‘2 tociwted in tus but oot in the

Mabter indes.

STATINTL
¢, PFlastics agd synthetic Pibew in the index but
not in the other twe indexes. Nubter's sample of chemicals is
econsid=rat .Lyssmaa 1lar then in the other two indexes.

TATINTL

do For the index, lumber, vood and paper, which
are part of the p ding category. are showa again in order to match
the different -lasgsificwtion of the Kaplan-Moorsteen index.

a. i all indexze inecludes automotive and rallrosd equipment.
P, In all ipdexes ipcludss trectors apd agricultural equipment.

o a‘« roligeeioal, chomioml, erd petrolewr refinirg eguipment are

£t ' Nubter iudex. The disaggregaticy of the Keplasn-

v index i tedsr Prom Prices and Production CF
cawiet dnion 2098-1058, “Richard Moorsteer., Hervard
Universify szm Cambridge 1992, pp. 312-313, 382-391.

ho Exeludes ~dviiiss redios and television sets in all indexes.
Both Rutter aud Leplan-Moorsteen include & few =lectronic items in
miscelippecus machinery =- ~hiefly telephopes and switchboards,

i. Ratter omits televisiop sets; a very importent and fast growing
produrt in the consumer dJurable category.

Approved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8

S Y S 2 e

s i




Approved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8

Ag in other Western indexes major sectors of industry are aggregated by
waights that are jantended to approximate value added.

A comparison of our index with the Nutier and Kaplan-Moorsteen indexes for
the period 195C-1955 is presented in Table 3. The most important differences
in coverage heitween the three indexes are noted in the footnotes to Table 3.
The rate of growth of ocur index exceeds the rates for both the Nutter and
Raplan-Moorsteen indexes for the perdiod 1950-1955. The comparison in Table 3
waKes clear that the largest part of the difference betueen our index and +the
crher two is accounted for by added coverage of ours. In particular the widest
divergence i¢ in the machinery sector, and thls divergence stems primarily from
the addition of electronies, c¢livil airiraf%, and shipbuilding to our index. }é/
The divergence of our index from Nutter'’s stems also in part from a significant
difference in weights for the major sectors. Nutter's weight for machinery is
29.1 percent whereas our welght for machinery excluding electronics is 19.5
percent. Nutter does not reduce the machinery weight to execlude arms production
and applies this large welght to his very slow-moving machinery index.

in spite of the broader coverage the present index grows only a little
faster than the Kaplan-Moorsteen index in the 1950-1955 period. Industrial
maberials and consumer's goods account for about 80 percent of the weight in
both indexes, while the principal divergence of component indexes for 1950-1355

is the machinery sector. Thus one wouid not expect the over-all civilian

}g/ A comparison of the calaulsted civilian machinery index with the iadex of
the equipment portion of investment announced by the Soviet Government is given
in Appendiz E.
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indexes to diverge seriously. From 1955 to 1958 the two indexes diverge a
1ittle further. For 1958 the Kaplan-Moorsteem index is 128 pércent of 1955

for an average annual growth of 8.6 percent; our index is 133.6 or 10.1 percent
snnually. Tee Kaplan-Moorsteen index is weighted by 1950 prices, the
Greenslade-Wallace index by 1955 prices. One would expect early year prices
to resﬁlt in somevhat faster growth than later year prices, for an

identical sample, because of the gene:al tendency of relatively large price
declines to be associated with fast-groving items. However, the broader

coverage of faster growing items in th-dex more than

offsets this price factor. STATINTL

Finally, we take note of the over-zl) industriel index including aymements
compubed by Nutter. This index 1s compounded from Nutﬁer’s civilian index which
is 146 percent in 1955 compared to 1950 and @ military products index of 280.
The over-sgll index is 158 or 9.6 percent per year. This may be very close to
the mark as an over-all index of Soviet industrial production in this period.
We believe, however, that Nubter's index seriously understates the growth of
civilisn industrial production and overstates the growth of armaments production,
and hence gives a misleading picture of the structure of industrial growth in
this period. 17/

V. FPuture Prospects for Indusirial Grouwth in the USSR

The uncertainty about the rate of over-all industrial production for the past

;2/ See footnote 1l.

15

Approved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8

T =~ e - =] Freutatiien

-~ P -4

. IR T T




Approved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8

fev years, makes forecagbing all the more hazardous. Certain generalized
conclusions, hovever, are suggested by the changes in trends over the past
decade.

The loss in indusbtrial growih atitributable %o the reduced workweek 1s
presumebly non-recurring. The Sovies government has promised an a3ditional
reduction of one hour on Saturdays in 1962, and graduvel reduction to a 35-pour
workveek beglunlng in 196h. Whether the one hour reduction has actually been
carried out is not yet known. However, any further substant;al reduction of the
workvesk would be a resounding victory of ideology over'camman sense. Assuming
there is no further reduction we can antigipate a resumption of growth of
manhours worked in industry, and on this account some reacceleration of growth
as compared Lo 1960 and 1961. EPRobttleneck problems arising from excess inventory
accumulation or cpecific commoidivy wderfulfillments may have contributed to
the slowdown in 1G66l. These ave susceptible to ¥igorous ad hoc administrative
corrective action and an thiz account also industrisl growth in 1962 may e
increased over 1961.

A reacceleration of growth over the longer run appears to be closely
dependent on allocation decisions yeb to be made. From 1952 to 1959 a 9 %o Q 1/2
percent average smnual growth rate was made possible by a progressive diversion
of resources from military growth to civilian uses and especially to industrial

investment. The number of men in the armed forces was gubstantially reduced and

: 20
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APFINDIX A

I. ESowrces of Dabe sed Coverage of Sesple

The ms:i@ soawess of date are physiecal outputs sxd prices of commods
ities glven in & svccession of Sovieb statistienl hendbooks. 18/ Limited
space preciudes a discuscics of these dgta here. A deseription of these
ebadiotics con be fommd sither in Kenlen end Meoowestesk or in Nubten.

Forr the index cmlculated in this papsr these baeic statistics have
mmwﬁwem&m'memmofam&yorimim

In Scviet econcomie gud techmicel literature. The folloving outline gremer-

izes the major additions or modifications o the ampcunced physical pro-
duction sample, which are izelnded in the present calculsted iladex and ia
most cases were mot iecluded in either the Nutter or Kaplem-Mocrsteen
indexes, 13 /

&. Syathetic fibars and plastic resins. Production dsta for the
former bave hesn vegularly reported, tut Lo the lstier have Just recently
been relessed by the Soviets. 20 /

b. Rone-ferrcus metals, esprelally alimnimn. Estimates were baged

nses o percentege goins oy individual metals in the
Sovist literature. The stries of eluminmm production figures has been
derived from official anpouncements

of percentage increases in cutput.

18.. Zepecially I oty 3;957, Eatlonnl Eeomery 1956, 58, 59, 60, axd
19. & ;’;ﬂll!" e the 1aderes in this paper 1s being prepared for

Rlioation elzovhers.
20.  Piestice iﬁﬁ%ﬁe tons wes Wwwmmmm 22nd paxty
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ineresses for the yesrs 1950 and 1954, to 1953 can be lisked. Estimetes

for the years 1951 %o 1953 vere interpoimted. Imdexes for the ysars aller
1958 are esmmed to be ia lime with the 1965 plazsned goal.

Go msaggmmim of mechinery caftegories into wodels or types.
Information i vericus technienl journals has facilitated & few more dee
tailed breskdowns; of tractors into mdiv:iéaal aofels; of diesel apd
elaétrie locomotives imto modsls. Coavs end brucks counld not be separatsd
imto irdividual models, although Informedicn Im technicsl litarature
suggests that diseggregrticn ralsecthe index especially im the case of

4. Chemical equigment; an emmoumcsd sordes in tons to 195% is
linked to en asncumced series in comstant roble values therafber.

e. Civiliaireraf?; almost no profuction date ere evallable but
informetion concerriung the inventory of varicus kieds of alveralt inm
Aeroflot @b various times kes been fowmd. This is supported sad supple.
mented by Tlight timstebles from vhich ipventories cen 8lso be deduced
from estimated untilizaticn rates. Nrofuction serles ave then ssbimeted
from the inventories. The estimates of samwl wrodection that wemlt wush
be quite inecourate., However, the estinsted BVETAES rate of productlicn ia
the second half of the 19%0-41 perised compared @cm s the Dirst half,
& T-fold imcreess, should be of the right crder of magritude. 21 f

21 Ve keov thet Aamoflot, pyior 30 1955, used 2-engize picten alvcraft
slmost oxclwsively, cad thot follewing 1956 1t ws in logge pasd
ra-eguipped with Jeb and hurbopuap alvowall, sod theb possenger _
kilcmeter £lom izcreazed § 42mas frow 2955 Lo 1961 apd froigh’ tem
kilomstars, 3 times. ' o

23
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releaged, but ships are visible &t sea. Not only is an sccurate count
feasible, but close estimates of size of weight snd date of appearance are
M1nhsmleudm“mmmimw:muoftmm$m
mmmimudmwmrm@m%mnm. This
information on Soviet merchaut flset has been collected by the US Maritime
Comrdssicn. 22 / The production estimstes hers are deduced from this
inventory information. Becsuse of some uncertainty in individual periods
of comstruction, aanual figures may be imprecise, dut production trend.over
seyeral yeexrs are guite accurate. |
8. EKlectronics; there can be little question thst this industry
producing componsnt:s that are vital to meny postvar weapos:: systems, es-
pocially to missils systems and space programs, hes deen groving rapidly
in the Soviet Union from & sosl) bese immediately after the war. The
Soviets claimed a more than threefold increage ia gross valus of output
from 1950 to 1955. The estimstes of vaelue of ocutput of electronics used
here arebased an exmounced Soviet mumber and value of electrom tubes and
seni~-conductors, vhich in the US has besn & fairly comstant perceat of
final output. 23 / The value of Soviet fimal cutput is deriwed from the
US ratio of value of shipments of finsl cutput to value of tubes and
sendt ~cenductors. |
Adding inprecise series o an index does uot necessarily improve it.
Vith this in xind each nevw serics has been examined fer reasozedlensss
in the light of related economic activities. Thus, the rapid growth in
production of chemical equipment is consistent with the rapid growth in ‘:he

22, US Department of Commerce, Maritime Administration, Merchint Flee',s of
the World, published twice a year, 30 Jume and 30 Decemberx.

23., Electronics Industries Yearbook, 1962, Electronics Industries Assoc-
iation, Washington, D.C., 1 2, P- 2 and p. 5h.
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production of chenicals. More importaptly, ia the czses of production of
elvil aircraft and electronlcs which sigaificapsly ralse the entive index,
the estimating prodecures oF incompleteness of dats send styongly toward
conservetive estimates. In aircraft several recent models of helicopters
are cmitted for lack of datas. Helicopters, including the world's largest
helicopter, have appeaved in conatderable nusbers in the USSR in the last
few years cnd inclusion of these would surely imcrease the growth of the
adreraft series. Im 1960 and 1951 the estimated production of pastenger
sircraft (other them helicopters) declimas gherply. New models of eirevefi
have been herelded in the Soviet literature slready but have not been
reported as yet in the Aeroflot inventory. Sipnee it ie iikely that these
models alresdy are in production their oniscion vnderstabes producticn

in 1960 and 1961 by on unkaown emount.

In the case of clectronics the use of & US relationship of value

of tubes to value of Dimsl cubtpubt peobebly vnderstates the Soviet value of
final product. In the US civilisn radics and T0's, involviag small tubes,
are o much larger part of the total of electronics production them in the
USSR, vhere militaxy demand for increasingly complex COMpOREnTS has heen
the deminsut and the most rapidly growing portlon. In combining elec-
tronics production with other elements in the machinebullding sschor,

the faster-groving slectronles has been given only its own yoluneadded
weight, assumed to be 1/2 of value of output. Pmas, it is implicltly
assumed that all mnchinery m&s miasing fron the sample grow at the
same rate a3 pon-clasctronles machinery walch grovs at a slower rabe then

electronies.

25
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Fo srmamsuts production date as such sre included. Millitary pmwcehases

ammmw&mmﬁmmm(mmoxm),
mmmeMmmmammmiwm
include profuction destined for military &s woll es civiliem use. Im-
mmmmwmmm,mim,ms,w
electronics.

II. Veights ,

e index 1s intended to sppraximate o valus-edded weighted imdex
such ee that of ths PRS imdex. Infarmation for comstructing velne-added
mmumm;mmmgmm(mmm
Table 124 /). Cammdities within major sectars are wedgited by Jrices,
retefl prices (sdjusted to exclude distribution charges) in the ouse of
foods end consuer non-dursbles and factory holesale prices for all
other camodities. The agproximste value-gdded welgsts for major sectors
are caloulsted from wage data end estimated deprecistion in each sector.
mﬂm@'wmm:cmm;%s.

In the ebasace of valus-added weights far individus) commodities,

mmmmmwmwﬁmmsumwm

of farication emd to cait inmtermediste end lower stages. Tms, relled
steel products sre inclulied but stesl ingots sad pig irom sre nmot. In the
mnchinsry sector the items im the smmple are alwost all fimal groducts.
WWM'&MWw»mﬂdmcm
ave cmitted. |
mw-mmmammem,mmmm
for machinery 25 / nas besn reduced to reflect cnly civiliamn products,

' _ 6.
g;h 33\;2 added for machinery comsists of the wage bill amd m-tiza.ticn
in the Soviet category “mchjn%nldmg and Malmrking
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Iopments oo eebimabed to be sppveximately belf

m:*.z* mim added i %m

Garad, wadue of pechiRSTy guiput sud ¢

s preparile en Oz. Lﬂ;ﬁﬁ? BeTY va;lm aﬁt

.m:w cpies @mﬁh 3.3
:s-m., msaile Wﬁé&:m

in Ms@md to wvefiscs r:,m Fach Thet woet af
probahly fev szﬁii‘é%* UBES ”a;;* example, roday febs
systens. We asam e teob bkt of electronicn walve of outped, o 5% m'w}.iw
mehien, is velne added i 3953%, end of 'mw : we«‘%;hwé iz civilian md two-thirds
bR B e 25 ! Gpe m}iw @f?arafi for oivilian ‘"%mmy b.03 bilifen eubies |
] hiilsian miblen bo obiain wive m&aé foxr m&pﬂt of men~ }}

Qf the botal =0

edoned by .

S5 owd
eleckraics Llﬁ’l&.m aniaety, 3. 83 wixlicn m«:m@m
EERETR fndmstrind ?@Emwﬁdaﬂ. walght, clvilice mﬂm sx&maixag
Seckzosies for 2. 7 m@ﬁ%&

gleatrarices %&ﬁ’(ﬁ@l‘tﬁﬁ# for a3 mremx‘s apd <

Y. Deficiensien of the Isdes
e iz Yox o qm“mﬁm@iss of the imﬁm %3 mmmm bolew:
e A mm& %m the sxuple (Epresolls Jima of mﬂz&%&m
&5 ome stage saly. Desoo, ov capared bo the TRB islex it reflects chingss

"@:bf@n ia

in wmlm’m wd mrau.i;y poorly. Tbs rsmb geanber Jevel of ags

the Tovial dndew lu..au in Phe FO Jﬁeﬁ a‘.!.scs resulds a8 smm? mﬂ@aﬁiﬁr :

of guality cwngos. for suncsas in m):s@ﬂmam,mz& o :gm&aem W @sﬁm
pited. Tee exlusluged stwian svill prehahly wederatabe” Bovist in~
‘ ' thure

gustyial g sm; o the scvent vheh/bus becn insressing uelity and

Iipd

ouEpioEiy within awz-@ﬁw warien.

B, Tko follow 2 product clusses e aph crwmé or wm-. pacwly

goveredy

A11 puble values ip this report have been adjusted to new (1961)
_ruble levels by dividieg by 10. ' '
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2). Non-electonic instruments, metel forming equipment,
food procgsaing equipment, and many ninor types of
eéniment

c. The very large category of fsbricated metal products other
than machinery is unrepresented. This category includes among other things,
structural shepes, feneing, nails, screvs, muts and bolts, hand tools,
and meta.l drume, cans, and othe_r containers. 'Ihis category sccounts for
5 percent of value edded in the US index and mey be large in the Soviet
Union also. The official index for metalworking grows only & little faster
than tbat for all industry. 2]/ If we can trust the Soviet gross value
indexes this far, the omission should not seriously bias the index.

d. Spare parts of all kinds are missing. The Soviets bave
published a series on the ruble valus of apare parts for tractor, agricul-
tural machinery, end automotive equipment. This series rises from .15 billion
rubles in 1950 to more than .5 billion in 1957, to .93 billion in 1959. The
series rises considerebly faster than &ll industry or even machinebullding
end is a substantial fraction of the value of the latter. However, we do
not know enough about the coverage and construction of this series to have

much confidence in it. It may represent only production in specialized
Pactories. On the other hand, there is reason to believe that spare parts

production bas risen rapidly and tbet its amission from the index results

in some understatement.

7.  Official index for metalworking for 1955 was 209 (1950 = 100) end for
industry 185.

28
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prelininary. memmmmismmm&mmorﬁzw

Econmy. Hunce & muuber of our series are extrapolsted o the basis of
indlrect ivdicumiors or previcus trends.

We can act, of coirse, be sure vhat the effect of thess ouissicns
woild be. However, congidaratlion of the emitted produste Buggests that
the caleulated index 15 ut loast eo likely to be wderstated ao overe
_Mmmsmm .

Ayvamentie, which are spocifically axcluded, are wdoubtndly of
mmwmamummmmwmmq
WWQMMMMimwmmfmme.
mmﬁwmmmmmmmmmmsmmm
business, sud is pertaps the wost repidly growisg activity im Soviet
induatyy simos 1955.

29
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APPENDIX B

COMPARISON OF CALCULATED MACHINERY OUTPUT

Since the main divergences and uncertainties of the calculsted
index center in the machinery field, we would like to find some test
of relisbility of the machinery series. The amncunced Soviet imdex
of gross value of production of machinebuilding and metalworking grows
even faster than the calculeted machinery index, to 500 percent of
1950 in 1961 compaved with 311 perceat for the calculated imdex. We
cannot, however, distinguish between divergences that arise from
difference in coversge (the Soviet index includes armaments es well
as other things missing from the calculated index) and those that
arise from statisiical inalpraetice in the Soviet index.

The limited coversge of the calculated machinery index is more
comparable to the equipment portion of the Soviet investment index.
This Soviet index is compared in Teble 4 to the producer durables
portion of the calculated index, that is, the machinery index of Table 1
minus consumer durables end both with and without electronics.

0
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Table b

Equipment Portion of Official Soviet Imvestuent Index Compsred to
Caleulated Civilian Machinery Index, With and Without Electronics
1950-3961
{eillions of 1955 rubles)

FETHEE A

[E bl D

Gﬂeﬁiﬂted. G vﬁmn
Bouipment Porticn of Yy inAex o

Officisl Sovieb lavesiment Index  Without Electmics ”"’““ﬁith Electromics

Year < Walwe o dmisx Vel fadex Tdex

i 1950 3.38 100.0 1.78 100.0 100.0

| 1951 3.48 103.0 1.70 9%.5 97.5
1952 3.69 109.2 1.70 95.5 99.9

i 1953 3.89 115.1 1.96 110.1 115.9
1954 %.%8 1414 2.18 122.5 129.2
1955 5.6l 166.9 2.h7 138.8 147.3
1956 6.95 205.6 2.93 16L.6 176.2
1957 7.62 225.4 3.40 191..0 206.5
1958 8.85 261.8 3.5T 200.6 222.2
1959 9.61 264.3 3.Th 210.1 236.8
1960 10.25 3032 L.c2 225.8 257.%
1961 11,00 325.% .37 2h5.5 287.6

fe  lXeluding consumer AuTab. c .
Since electrcaics includes iterws for military use, the seriés ineluding
it hos too broad a coverage. On the other hund, the ealeulsted series is
& sguple, while the Sovist index is comprehensive. On account of ite
coverage of vanique items and new products, one mld. expect it to rise
& little faster than the sample series. But in addition it is possible
that the Soviet imdex i3 overstated on sccount of pricing of new products
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apd uncertzin reporfing. Finally, the investment Index should show a
time lsg behind the production index. Allowing for these uncertsinties
we conciude the Soviet end caicalated index provide some confirmation

far each cother.

32
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APPENDIX C
Data for Chart 2, F‘actorsm:iesgviet Industrial Growth a/ ﬁ
Index of Mashours Index of Capital Investment Index of Carbined Metals '
in Industry b/ in Industry cf Production 4/
{195@103 (1950-100) (1955=100)
2950 100 100 - 55.7
1951 — ‘ 112 64.5
1952 ‘ o 125 73.6
1953 16 137 81.2
195k | - 162 8.5
1955 12k 181 100.0
1956 12k 207 107.0
1957 127 218 113.1
1958 128 27 120.1
1959 129 o8k 129.8
1960 128 34 0.7
1961 129 329 1152.6
STATINTL

8. Civilien mechixery exciufilng elecironics in Chart 2, from abie 1 of Lhis report.
b. m Soviet Indusirial Productivity, October 1962. Paper con-
tad %) 50 conemic Comitiee.

c. Eapital'noye stroitel'stvo v S3SR, (Capitel Construction in the USSR), Moscow, 1961.
d. Derived from dete in Table 1 of E{\is report.
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Recent Trends in Sovliet Personal

Income snd Consumption

T. Inbroduction

As part of the exawination of recent economic growth in the Soviet economy,

this paper concerns iteelf with trends in real personal incoume énd the
severs). components of consumption. During the 1930°s and 1940%s consumption
vae aswarded an extremely low priority. The primary concern of the Soviet
planners was to train and maintain an effective labor force as cheaply &8
poseible. Thus, only those resources essential for this purpose were
allocsted Lo consumptlion.

The low pfiority awarded consumption throughout this pericd stems only
indirectly from Marxlan ideclogy. Kerl Marx, in hise treatise Das Kapital,
set forth a formula by vwhich an aconomy which wighes to increase 1ts rate of
growth can best succeed. He explained that a nstion, by increasing the ghare
of its national product allocated to producer goods, and reducing the share
allocated to consumer goods, cen increase 1ts rate of growth. Nevertheless,
Marx did not indicate the criteria to.be followed by a socialist ecoﬂomy in
sllocating ite resources between producer and consumer goods, nor the
appropriate speed and pattern for such a nation's economic development.
Tostead it was necessary for the Soviet government, the first nation to adopt
Morx's political philosophy, to sdjust this formula to ite goals.

The Fformula adopted in 1928, the year in which the Soviet Union's first
5 Year Plen was initiated, placed primary'emphasis on heavy industry as the
most rapid road to economic development. Thereafter the needs of heavy

industry were tc assume highest priority. The results of this policy were
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foreed savings and a diversion of resources from consumption to investment

chennsls. Purtherwore, the increase in the share of national output going

to investwent was nobt wrimarily orientad towards the future prcduction of
coﬁsumer goods and services, bub ra@her to tﬁe ovtput of more invesiment goods.
Thus zince 1928, the most importent production tavrgets have been machine tools,
steel, and chenicals, nobt téxitiles, shoes, and radios.

Iliustrative of this polity was the fall of consumption, which
represented 8l percent of GNP in 1928, to 60 percent of GNP by 19&0, according
to computations wade by Professor Bergson.® ;/ During World ¥ar II, the
propoviion of Gﬁ?_whiph vas devoted to consumption conbinued to fall rapidly,
xéﬁahing B0 peicent in 194h.  Hovever, upon termination of the War, consumption
as & share of GHP rose, reaching appr@ximatély 56 percent iu 1950, %%

el

Since the demise of Stalin ir 1993, consumer welfare has been awarded a

nigher priovity. However, this higher priority has not taken the form
b = T,

of o growing share of vthe national product, but rather a relatively constant
share of a growing national proluct. For exsmple, consumpiion as a share

of GNP in 1955 was epproxzimately 37 perceat, or only slightly higher than in

1950, 2/ end while there is preseatly no published measvre of comsumption as
& shave of GNP (velued in factor costs) for the pericd since 1955, an

independent calcvlation reveals that this share has probably declined somevhat.

#  Both congwistion and CHP are velued in 1837 ruble Tactor costs.

should be noted however, that even though consumpiion as a share of
i i n tuo pwinbts in time, the inecrease in GNP during

sfficeient o engble consumption to be greaber in the.
the first. .
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The shift irn allocational pollcy probebly did not repreéent signs of a
bepevolent dictstorship but rather an attempt by the Soviet leadership

to adopt a policy more conducive to meximizing growth. Increases in labor
oroductivity were to be obtained partly through effectlive ecopomic incentives
rather than through the barsh end cppressive measures used in the 1930's apd
1940%s.

Tn discuesing cousumption in the USSR, thig paper will focus primarily on
the period since 1955. Nevertheless, since the great improvement in the welfare
of the Soviet consumer dates from approximstely 1950, the events which occurred
in the period 1950-55 will frequently be compared with what bas happenred since.

Despite the significant gaine in per capita consuﬁption of poods and
seyvices during the 1950's; 1n recent years agriculture and industry have
feiled to maintain the earlier growth rates in the output of food, fiber, and
mannfactureﬂ.consumsr goods. As a result, there hes been a slowdbwn in the
increments in avalilabie goods and services for consumption. Meanwhile disposable
income received by the Soviet popuiation has continued to incresse rapidly.

The growing dispari‘cy'be'bween the vatea of increase in personal income and
real goods and services has resulted in inflationary pressures. The government
attempted to alleviate this aituation somevhat by suspending the scheduled
abolition of income taxes in September 1962. In addition, the increase in the
prices of mest apd bubter in June 1962 has a}.so:helpeﬁ to reduce inflationsxry

pressures somewhat.

3
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TI. Perscnal Income and Consumption

The position of the comsumer in the recent perlod of rapid Soviet growth
can be eveluated by observing the trends in personsl income end consumption.
This paper, therefore, is devoted primarily to estimating these trends on
the basis of the best available data.

Corresponding to US practice, personal income is defined in this paper to
inciude both money income and lncome-in-kind. In contrast to the Soviet
definition, it does not include the velue of communal services provided by the
Stete, for example, through its health and education systems. Money income
in turn is comprised mostly of weges received for labor performed in the
State sector or on collective farms,* transfer payments, and proceeds from
the sale by individuals of consumer goods (mostly foodstuffs'. Income~-in-kind,
an importsnt share of personal income in the Soviet Union, is the value of
comodities consumed by households for which no monetary peyment is made.

These products consist primarily of the ummarketed share of paymente-in-kind
received from the collective farm for labor services and those agricultural
commodities produced from small private holdings in the form of gardens and
livestock. Table 1 sets forth the relative importance of the different types
of compensation for the Soviet populstion in 1955.%%

* The wagegmgf vage and salayy workers come directly from state sources. In
genersl the total wage of the individual worker is comprised of the basic wage,
bonuses and premis end is nearly independent of the production performance of
the enterprise. The collective farm on the other hand is nominally a cooperative
form of enterprise, FPersone participating in collective farm work earn "workdays"
{trudodni) aud their sarnings per workday are directly related to the current
income of the fexm. Thus, collective farm workers are reimbursed after the
collective farm has paid 1ts texes, lnsurance, contribution to the capital fund,
and production and administrative expenses from the money revenue vhich it has
earned from the sale of farm products. After these expenses are met, the remainder
is availeble for distribution to the peasants, along with the produce set aside for
thie purpose. The cash snd produce are paid to the participants in proportions

determined by the number of "workdays" each earned during the year.
#% A detalled report on the dabts in this paper is being prepared for publicsation
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Teble 1

Relstive Share of Varioue Types of Personal Income
Received by the Population in 1955
(in percent)

Morey Income 1
Wage Fund of Wege and Salary Workers in State Sector 48
Money Income Received by Collective Farmers from Wages and

Income from Sale of Ferm Products 9
Transfey Paymente T
Other a/ | 13

Income-In~Kind b/ 23

Total Imcome ;.g

&. inciudee cooperative artisans wages, income from the ssle of farm
products by workers and employees in the State sector, prisoners'’ wages,
profits distributed to coopevative members, other urban labor income, and
military pay (including subsistence).

b. Includes imputed rent, prisomer subsistence, farm housechold income-~in-kind,
and investment-in-kind.

Section TIT discusses the trends in real personal disposable income in
the Soviet Union from 1950 4o 1961. For an examination of trends in consumer
welfare, personal income is converted to real personal dispossble income by
deducting direct taxes and net bond purchases and then deflating the residusl
by a price index of consumer goods and services. Thie price index is a
weighted index comwbining several individual price indexes in a maunner designed
to approximate the chenges in the cost of goods and services purchased by a

Russian consumer in a base year.

2
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The trends 1£1 the components of real consumption are discussed in
Section IV. Real consump\‘:ion‘is defined as the quentity of consumer geods
and services valued in base year prices thet the economy supplles to its
members. In the Soviet Union real consumption consists of five basic
categories (1) geods and services sold by thé State retaill trade network,
(2} goods acquired by consumers in collective farm markets,* (3) purcheses
of services from municipsel entérprises or artels, (U) tha.ﬁ part of persopsl
production on private plote or collective farm earuings~in-kind vwhich is
consumed rather than sold, and (5) the array of goeds and services supplied
to the population by the State free of direct charge. Sectlon IV also contains
s brief discussion of the qualitative changes in Soviet consumption and the
problems the planners face in selecting the correct assortment of consumer goods
and services to be offered to the Russian people.

Sechion V discusses the problem of recesmt inflation in the Soviet

Union, and the steps which the government has teken to offset it.

¥ Tollective ferm mavkets are local retall Pood markets where collectlve
farme and individusls are able %o sell any surpluses remsining at their
disposal after they have met thelr legal obligstions to the Goverpment and
satisfied their own requirememts. Prices on the collective farm markets,
in contrast to prices in State controlled stores, fluctuate in response to
the conditions of supply and demand. In 1961, food sales on the collective
farm markets and in State controlled stores constituted 7 percent and 93
percent, respectively, of totel ‘sales of foodstuffs. :
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TfI. Tremde in Real Persoual Disposable Income, 1959-61

Regl disposable income incréased. at a rapid_rate from 1950 through 1955, but
since 1955 the rate of increase has declined somewhat. In the periodé 195155
end 1956-61 real personal disposeble income (which represents disposable incone
deflated by an index of consumer prices) increased at the average snnusl rates
of 8,7 percent and 6.1 percent, respectively, or on & pér capita basis by T.0
percent and L.k percent, respectively. Since personal disposeble income
depends on the behavior of money earpnings, income-in-kind, transfer payments,
and the extent of deductiops from money income in the form of direct taxes and

compulsory purchase, the mying trends in these components are discussed below.

Table 2
Average Annusl Rates of Growth of Real Personal Disposable Income,
195¢-61
(inpercent}
1951.-55 195661 195658 1959-61
Total af 8.7 6.1 6.1 6.0
Per Capita “9_/ | 7.0 hoh 4.3 b7

8. ‘T"ﬁ'e index of real persopsl disposable income was obtained by estimating
personal disposable income in 1950, 1955-61 and deflating it by a price
index of goods and services. Estimates of the components of personal
disposable income employed inm the construction of the index were obtained
or derived from official statements comtained in the Soviet prese or
publications and from research performed by Western students of the Soviet
econony. The welghts for the imdex of the cost of goods and services %o
households were obtained by estimating purchases by households in 1958 of
(1) goods purchased in State and cooperative stores, (2) services, excluding
housing, (3} hovsing, and (4} collective farm merket sales. The price
ipdexes to which these weights were essigned were estlmeted from official
sources and from previous research on the Soviet economy performed in the
West.

b. Based on unpublished estimates of population of the US Bureau of the Census,
Foreign Manpower Office. : '

7
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A. Gross Farnings of Wage ard Sslary Workers

The grose earnings of wage apd salary workers in the State sector
increased at the average ennual rate of 7.9 percent in the period 1956-61.%
Workers' wages grew by an annual average of 2.9 percent, while the labor force
increseed at the average annual rate of 4.6 percent,®*

It hos often been observed in modern industrial economies that over
time wage Qiff'erentials tend tc narrcow. Under counditions of market competition
for lasbor, one would expect a rather continouous decrease in wage differentials
in the rapidly growing Soviet economy. But as 18 characteristic of a
State directed economy such as that of the USSR, relative wages tend to be
rigid in the short run with large changes introduced from time to time.
According to Seviet literature, it would appear that such a change in the
structure of relative wsges has recently been initiated in the Soviet Union,
the first siguificant change since the 1930's. For exawple, in 1957, the
minlmm vage rates (stavki) for all wage and salary workers in State enterprises
and budgetary orgmnizations were raised by about one-third to 27 to 35 rubles
per month.¥ke §/ An independent calculstion reveals that this adjustment

affected more than 12 percent of the workers employed in the state sector. s

* Ipcludes wages of cooperative artisans in both 1955 and 1961, although
cooperative artisans did not become part of the State lebor force until 1960.

A portion of the expension of the State labor force represents the
transfer of workers from collective farms to State enterprises.

*#  Ruble values in this report are given in mew rubles established by the
Soviet currency reform of 1 Jamuary 1961. A nominsl rate of axchange based om
the gold content of the respective curreancies is 0.90 ruble to US $1. This rate 3

however, should not be interpreted as an estimate of the equivalent dollar value
of similar US goods and services.

*H% In eddition to the minimum wage which a worker would be sble to earn , he
wight receive an additional 15 to 25 percent in the form of bonuses and other
types of inceative pay. Thus although prior to the increase in the minimum wage,
& vorker's total earnings might be more than 27 to 35 rubles per month, if his
base pay (stavki} wes less then this amount, he would be allotted a supplement
to bring his base pey (not total earnings) up to the mimimum amount.
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In 1962, minimm wage rates are scheduled to be increased to 40 to 45 rubles
per wonsh, while in 1963-65, they are to jump to 50 tb 60 rubles. L/ chever;
research indicates that the nev minimum wage levels ipstalled in 1962
represent little more than an institutionalization of the earnings levels

of the lowest paid workers before the wege adjustment. 2/

Similarly, a major wage reform was to be accomplished during 1956-62.

According to official sources, the average wages received by workers in the State

gector were to increase by 10 to 20 percent, while the wages of lower pald workers !

were to increase by 30 to 35 percent. _6_/ This act:loﬁ was to be accomplished
pertly by reducing the pay differential between the highest and lowest grades.
For example, & 6 step pay scale for wage workers {(instesd of an 8 step pay
scale) was introduced in wost industries. The ratio bétween the first

and 6th step was set at approximately &:1,  rather than the 3.5 %o 2.5:1

which existed just prior to the wage reform. l/ Together with the change in the

structuore of workers' wages, the salaries of engineers and _other technlcians

were also raised, but by less than the relative increase in the wagee of workers.

Nevertheless, Walter Galenson has demonstrated that these Soviet comparicons are

spurious, and that no sharp reduction in differentials actually took plsce
because there were almost no wage workers in the first 2 grades of the wage
scales, §/ Thus, one should actually have compared the dispersion between the
3rd step and the 8th step in the old scale with the dispersion between the lst
step and the 6th step in the new wage scale. The new extreme ratios in the
variocus industries correspond roughly to the extreme ratios whiéh vere in
existence prior to the wage reform. Not only were the Taetual” extreme ratlos
relatively unchenged by the wage adjustment, but the distribution of workers

by "actual” wage grades was also mot altered significantly. 9/
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One importent result of the wage reform was the increase in the portion
of an employee's total earnings which he receives in the form of base pay.
While base pey constitubed approximately 45 to 55 percent of total earnings
prior to thé vege reform, it is presently belleved to eanstitute 75 to 85
percent.l0/ Because the higher and middle paid workers' compensation was
often based on a plece rate scale and included proportionally gfeater a.mounté
of bonuses and premia 'Lhau did the pay of certain lover paid (and lese skilled)
coworkers who paid on a strsight time basis, the change in the ‘wage structure,
vhich will make it more difficult for a worker to earn bonuses end premié., is
expected to reduce the disparity in rates between the various classes of
wvorkers.* Hovever, the actusl effect of this action on reducing the dispérity
between income groups is expected to be only slight beceuse the number of
lower paid workers who are paid on a straight time basis is relatively small,
probably constitu‘t_ing less than 10 percent of all irdustrisl production
personnel, It would thus appear that the recent Soviet attempt to improve the
systen of wage payments and to reduce wage differentials has not chonged
earnings diffeventials significautly.

B. Money Income of Collective Farmers

The peasant population in households attached to collective farms has
two primarvy souvrces of money lucome: (1) the remureration for labor services

expended on the collective farm and {2} money income from the sale of farm

¥ The wage verorm not only increased a vorker's base pay, but also the amount
of work it was pecessary to perform in order to receive that base pay. In S0
doing, it became increasingly more difficult for a worker to earn bonuses and
premia by overfulfilling his goals.

10
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products. The totel money income of the céllective farm population from
Parming activity increased by bl percemt from 1955 to 1961 es the result of
a 90 percent incresse in wmoney income received from thé collective farm and
a 10 percent increase in earnings from the sale of farm products.

Much of the increase in money income from participating in collective
farm activity can be explained by the chenge in the manmer in vhich the
collective farm lsbor force was cdmpensated for its work. Over the past
decade offlcial policy recommended that the compensation of the collective
farmers be, vwbherever poésible, in the form of cash payments rather than
paymeﬁttaain-kind. The effect of the mev policy can be seen by the fact that
in 1955 the portion of the total income paid out by collective farms in the
form of cash for services remdered was 42 percent, but by 1960 hed increased
to 68 percent.¥ll/ Thus the 90 percent increase in the wages paid to farmers
represeuts not only an increase in the smount which these workers received for
s day's isbor, but also represents e payment in lieu of the portion of the
payments-in-kind which they no longer received under the new compensation
arrangement.

Money income from the sale of farm products by the collective farm
popuiation comes from the sale of products either obtained from their "own
enterprises” -~ land allotment and livestock held by the household -- or from
the sale of products obtaeined from the collective farm as in-kind paymenfso
These sales now provide sbout 50 percent of the collective farmers' mopey

income from farming sctivity.

¥ These sheres are based on an official calculation which values payments-in-
kind 1n State retail prices.

11

Approved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8

b b 4 2 T TR



Approved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8

Creat disparities exist in income distributed not only within each
collective ferm, but also among the various collective farms. It has been
estimated that ferm mechanizers (tractor drivers, combine operators, etc.),
who comprise sbout 10 percent of the Ila'bor force on collective farms, receive
about 20 to 25 percent of the income distributed from the farms, 12/ Workers on
model farms and on those farms which produce high priced crops, i)rimrily
industrial crops, are also in a favored stetus in relation to other farms.
According to the calculations performed by Arcadius Kahan, "about 20 percent
of the collective farm population absorbs 4O-U5 percent of the total labor
remuneration distributed by the collective farms."” _:L3_/ Since the lower paid
workers on the majority of collective farms receive a relatively small portion
of the collective farms' total income, the output from their swall private
holdings of land snd livestock represents &n important supplement to thelr
income.#* Recently the Govermment has attempted to reduce the size of these
"own enterprises” attached to the households of collective farmers. Thus,
by reducing the importance of the private sector, the Govermment is, in effect,
tending to widen the differences in income within the collective farm lsbor

forece.

¥  Although all households attached to collective farms meintain "own enbter-
prises" the importance of these plots in the total incowe of higher paid workers
and agricultural specialists 1s much less than for the lower paid workers.

Approved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8
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C. Income-in~-Kind

Tacome-in-kind represents the imputed value of agricultural produce
consumed directly without a monetary transaction. This value is comprised of
the unmarketed portion of commodities (1) received by collective farmers as
payment for the services which they render on the collective farms, and (2}
produced by households (both urban and rural) on their small holdings of land
end livestock. Since this production is consumed by households without passing
through the normal trade chamnels, it is not included in data on sales transe
actions. Tuncome-in-kind constitutes & significant proportion of the total
ipcome in the Soviet Union. 'This is especislly true of lower and middle
income groups. As mentioned above, there are significant variations in the
wmoney income received by collective farmers. As & result, persouns in the
lower paid categories such as milkmaids, shephe;ds , ete., rely heavily on the
production from their private plots to compensate for ﬁheir lover money
earnings.

Tn the periocd 1956-61, income-in-kind increased at the average annual
rate of 1.9 percent, or somewhat less than the average annual increase of 2.4
percent registered in the period 1951-55. However, since 1958, income-in-~kind

has declined by approximately 2 percenb.

The relatively small increase in income-in~kind compared to the increase

in the other components of persopal income, during the 1950's, was a result of
two officlel policies: (1) the form of remuneration to collective farmers
for work on the collective farm wasg steadily changed from that of in~kind
payments (grein, potatoes, etc.) to cash peymenis; and (2) after a period of
relexation in the mid 1950's 1m policy towards the private sector, measures
were taken after 1.958 to restrict the size of the agricultural holdlngs of
AppsrovedsFor Release 2000/04/17 : Cﬁ-RDP79T01049A002600010004-8
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D. Transfer Payments

During the period 19%-61, transfer payments increased at the
average annual rate of 14,3 percent. This sharp rise is explained lergely
by the 1956 revision in the pension laws and the inecrease in the number
of persons receiving such pensions. Prior to 1956, the maximum old age
pension was 20 rubles per month.¥* ;&/ waéver, with the revision of the
pension laws,‘the ninimum rate was set at 30 rubles per month.*%* In
addition, a new scale of payments benefiting lower pald workers was
instituted. (See Tsble 3). Persons egxruing up to 35 rubles per month would
receive pensions emounting to 100 percent of their earnings, with pro-
gressively smaller percentages granted to those with high earnings.

As & result of these revisions, the average pension in 1961 was spproximately
2.5 times the average in 1955. 15/

Other transfer payments received by imdividusls from the State include
sickness benefits, maternity leave, and grante and stipeunds. Although no
recent éhanges have been made in rates of payment, overall expénditures for
these purposes bave increesed as a result of increases in the total numbers

of persons receiving such paymenits and in the increase in the aversge wage.

“# Persons in certain favored cccupatlions were exempt from this requirement.

®%  Purther increases in minimum old age pension payments are to be made
in 1963 and 1966.

1h
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Teble 3

Share of Wages Recelved by Wage and Salary Workers as
Retirement Benefits a/

%m(l:ﬁ%{{egfe Percent of Wages Received as Pension Payments b/
Up to 35 _ 100
35 - 50 85
50 ~ 60 75
60 - 80 65
80 - 100 55
100 and more c/ 50

2. USSR. GiPL, Na Blego 1 Gcbast'e Naroda: Sbornik Dokumentov (For the
Welfare and Happiness of the People: Cellection of Documents), Moscow,
1961, p. 164.

b. Received by all wage and salary workers except those engeged in
underground work, and in harmful, dangerous or arduous occupations.

¢. With certsin exceptions, the maximwm rate was set at 120 rubles per
month.

Sick pay and materpity leave payments are made on a graduated scale of

payments which is based on length of service. Persons who are injured at

work or suffer from diseases incurred on their jobs are entitled to 100

percent of their earnings regerdless of the length of service. Since 1960,

& worker who voluntarily leaves his Jjob for another, is entitled to

sick pay for ordinery iilness on hiz new Jjob if he finds work within 1 month.#
Although maternity benefits in the past several years have not been changed, the

period of paid maternity leave was extended in 1956 from 70 days to 112 days.

# (ertain people are exempt from this provision.

15
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E. Direct Taxes and Compulsory Bond Purchases

Disposable income was also incressed between 1955 and 1961 by the
reduction or eliwmination of direct taxes on certain income groups and the
suspension of cowpulsory bond purchases. In 1957-58, persons earning 37
rubles per month or less were relieved of their tex obligations, while the
burden of texation on those earning between 37.1 and 45 rubles per month
was reduced. 16/ As e result, approximstely 1.3 billion rubles was added
to the purchasing power of the population. }Z/ More significent was thé

announcement by the Supreme Soviet in 1960 of the gradusl abolition of the

income tax, which by 1965, was expected to edd a totael of 7.4 billion rubles

to the population's disposable income.* 18/ (See Table k)

Hovever, in September 1962, the Covernment decided to postpone further

tax cuts. While not affecting these persons in the lower income groups whose

texes had slready been eliminated or reduced, the September announcement
curtailed the growth in disposable incomes and the inflationary pressures
which this growth was exerting.

An sdditional factor in the explanation of the rise in disposable
income wag the suspension of compulsory bbnd purchases in 1958. As a
result s bond purchases dropped from 2.5 billior rubles in 1955 to 0.3

billion rubles in 1958, and thereafter declined to an insignificant level.

¥ In 1960, approximately T percent of an individual's gross income was
expended for taxes.

16
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Table 4

mime Schedule for the "Abolition" of Income Tax
for Wege end Salary workers, 1960-65 a/

et O Jcte Oct. Qct. Ot
1960 1901 1952 1963 1964 1965

Persors earning the followlng or

less per wmonth arve not reguired {in rubles)

to pay income tax @s of

the following dates 50 61 70 - -

Renge of monthly earnings on which Full sbo-

tax to be adjusted downward on an 3 lition of

average of 40 percenk 50,1« 60.1= T70.1- T0.1- 70,1~ income tax if

60 7O 80 90 10C

Expected annual increase in
aggregate disposable income durine (in millions of rubles)

the year j60  boo kSO 2k0 240 (5,720) ¢f |

=, USGE. TSCR-USHA: Tsifrakh 1 Fokti (USSR-USA: Figures and Facts), MOSCOW,
1961, p. 10L.

b. By 1966 perscns earving up to 100 rubles por month would have bzen eutirely
relieved of taxaticn, while those earning bvetwcen 100-200 rubles per month

would have had their base psy adjusted downwerd by a portion of the tax
originally imposed on their incomes. Workers who earned more than 200 rubles

a month would have had their pay adjusted downsaxrd by the couplete amount of

the tax that had been collected on their pey prior to the "aholition” of the tex.

c. Difference between total increases in dispusable income from tax

deductions of T.h biliion rublee ard sum of reductions for previous Tive
years, 196G-6h,

Approved For Release 2000/04/17 : CiA-RDP79T01049A002600010004-8
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IV. Becent Trends ir Consumption

The previous section was conceyned with real personal income in tThe Soviet
Union ip the period 1959-61. In this section attention will be focused on how
the disposable income (excluding im~kind peyments) received during this period
has been spent on copsumsr goods snd services. The dipeussion of trends in
personal consumption expenditures is supplemented by a discussion of trends
in communzal consumption. Communal consumption includeg the value of hemlth,
education, and other social services supplied by government institutions to
the population free of direct chargé. Viewed as an aggregate of total
consumption, personsl consumptlon expenditures c§mprise about 9C percent, and
commural consumphion about 10 percent of the totsl. The rates of growth of
the seversl compoaepts of consumption since 1950 are shown in Table 5.

Tahle 5
Average Anpusnl Per Cspita Rates of Growth of
Components of Consumption

(in percent)

1951-55  1956-61  1956-68  1959-61

Food goods a/ 4.5 2.9 2.7 3.1
Nonfood goods b/ 10.8 6.9 7.8 5.9
Soft goods c/ 8.4 4.3 5.1 3.5
Consumer durables d/ 29.1 11.9 12.8 11.0
Services to households e/ 5.8 5.5 5.4 6.3
Commural services f/ 3.0 3.9 3.2 4,6

8. The index of growth in the consumption of foodstuffs was estimated as
follows:

1. Estimstes wvere made of Soviet output of 25 representative food
products in three ceiegories -~ basic foeds (flour, potatoss, vegetsbles),
animsl products, and processed foods.

2. The production dats were sdjusted to exclude waste, losses, seed,
and animal feed, and were further sdjusted to reflect net imports and
inventory changes wvhen more then 5 percsut of total preoduction was involved.

3. In order to elliminate double-counting of products at different stages
of production, scme of the basic foods and animal products series were modified
accordingly. For example, the milk required to produce canned milk, butter,
Appraxed:Fei:Releaset2008/04/1i. : GIARRPRY $E01049A002600010004-8

18

EHTT R

=
g
4




' Appt:oved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8

4. These physical estimates of humsn consumption of variocus food products
over time were then combined into one aggregate series. The weight of each
individusl series in the sggregate index for the consumption of foodstuffs is
the proportion of its 1955 value (physical consumption priced in 1555 state
store prices) to the total value of the sample.

b. The index of consumption of noa-food goods is obtained by (1) deducting
from officislly reported state and cooperative retail sales of non-food goods
estimates of household purchases on non-food goods for non-consumption
purposes, household purchsses of personal and repair services and comminist
party litersture, end retail purchases by institutions, enterprises, and
collective farms; (2) adding estimates of purchesses on the non-food portion
of subsistence by military and internal security forces; (3) deflating the
total of (1) and (2) by the official index of state and cooperative retail
prices for non-food goods.

c¢. The index for growth in consumption of soft goods is based on the following
procedurs: (1) reteil ssles in 1955 are obteined for four categories of
textiles and for sewn garments, knitted wear, hosiery, and leather footwear;
(2) these 1955 values are moved over time by production indexes based on
official data. Since the production data have not been adjusted for net
imports, chenges in composition, or for inventory changes, the value series

are not precise iandicetions of the trends in consumption of these products in
constant prices; (3) the summation of the individual velue series provides

the basis for the over-all index for the consumption of soft goods.

d. In constructiag an index for the consumption of durable goods the procedure
used to calculate &n index for soft goods (¢, above) was adopted. Again retail
gales in 1955 serve ac base year weights. The semple of durable goods includes
furniture, bicycles and motorcycles, radlo and television sets, watches and
clocks, electrical appliances, sewing machinee, cemeras, and kerosene burners.

e. BServices reflected in the index of purchases of services by consumers
include housebold utilities, itrapeportstion, recreation snd sports, religion,
perscual and repeir services, ané housing services. The majority of services
were valued by multiplying estimetss of the phyeical quantity purchased by

1958 prices. In some cases, they were estimated partly or entirely from
official data on sales of these services in current prices and then deflated

by price indexes based op 1958. Tae over-sll index is computed from the
aggregate value of these services in 1958 prices. The index of housing services
is simply an index of total housing stock messured in M2 of living space.

f. The index of communsl services is based o the trend in the total value

of health and educational services as estimated from state budget data and
collective farm and state enterprise expenditures. Expenditures on capital
investment were deducted as was slso the wage component. The residual series,
or the expenditures or goods and services by the henlth and education sector,
was converted to 1957 rubles by the use of an index of state store prices,
execluding alcoholic beverages. The wage bill was estimated by moving the 1957
value through time by an index of the number of workers and employees engaged
in heaith care and education. The sum of the deflated expenditures on goods
and services snd the wage bill series serves ez the index of the state's

Appteied EordReleate2000/04/17 : ?IQA-RDP79T01 049A002600010004-8
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A. Consumption of Foodstuffs

In the period 1956-61, the value of per capite consumption of
foodstuffs increased at the average annual rate of 2.9 percent, or
substantially less than the average annual per capita rate of 4.5 percent
in the perilod 1951.-55.

There hae been a substantial improvement in the Soviet diet since
the death of Stalin. One indication of this improvement is the decline in
the "starchy-staple ratic,™ i.e. the percentsge of total calories ingested
that are derived from grsins and potatoes. The "starchy-staple ratio"”
generally reflects the relative level of resl personal income of a country's
population. The presence of a low ratic usually indicates that the
population’s income 1s high enough to allow the substitution of relatively
expensive foods such as ueat and.dairy products for the cheaper starchy
staples. For excmple, traditionally =as consumers' real disposable incomes
rise, anlmal producte, oils, fats, sugar and other "quality" foods tend to
be substituted for the besic staples. At the zame time the total quantity
of food ingested -- both in physical weight and calories u-'may remain relstively
stable. The substitution of higher quality foods for the basic foods causes
this ratio to fall.

In 1953, approximately 75 percent of the calories consumed in the
USSR were derived from low quality starchy foods, while only 10 percent were
derived from animal products -- meat, dairy products and eggs. By 1960, the
proporiion of per capita caloric intake from starchy foods had dropped to
65 percent, while the proportion contributed by animal producte had increased

to 17 percent. In the case of the Soviet Union, where real consumer disposable
Approved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8
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income has been rising steadily, ome would expect the "starchy-staple ratio”
to continue to decline. Instemd, since 1960 there bas been a general leveling
off in the Iimprovement of the Soviet diet. This has been due not to the
satisfaction of the Soviet consumzr with his diei, but rather to the
insbiiity of the sgricultural sector to kesp pace with the lncresge in the
demand for higher quality foodstuffs. Evidence of the popuistiond unsatisfied
demand for high quality focdstufis, paeticularly for animal products, hes
been the rise in collective farm market prices, reporits of civil disturbances
due to shoritages, and the State store price increases on mest and butter of
30 end 25 percent, respectively, ia June 1962. Neveriheless, Khrushchev,
a2t the 22rd Party Congrees implied that by 1970 the "starchy-staple ratio"
would decline to about 28 percent, or to the level which prewvailed in the US
in 1948-L9, ;Hi/ As indicated in the paper in this series covcerned with
agricaltural production, such claims are viewed by Western studants of the
Soviel economy with considerable skepticism, if not outright distelief.

While improvirg the quality of theilr diet, the Soviet consumers
have 2lso been able to reduce the sbare of thelr total income spend on food-
stuffs. For exsumsple, ip 1950, approximately 60 percent of total disposable
incbma vas spent on foodstwuffs. By 1960, this figure had declined to
approgimataly 55 percent. Tn addition, during this period the
proportion of foodstuffs purchased in State stores hed increased from
approximately 45 percent to appreximately €0 percent, while the share derived
from collective farm markets and private production has declined proportionstely.

This trend is expected to coontinue throughout the next 20 years.
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B, Consumption of Nonfcod toods

In the period 1950-61, per capita consumption of nonfood goods
increased at the aversge annusl rate of 6.9 percent, which was substantidlly
less than the average annual per caplts rate of growth regilstered in the
period 1951-55. While the average annusl per capita rates of growth of both
soft goods and consumer durables in the period 1956-61 wes approximately
half of the increase achieved ia 1951-55, the more repid growth of consumer
durables throughout the period tended to produce a continuing shift in the
composition of nonfood consumption. For example, in 1952, approximately
one~-fourth of consumer eXpenditures on nonfood goods were for consumer
durables, ._?:'S J but »v 1961, tﬁie figure had increased to approximately
cne~third. 21/

Since 19%5, there bsve been growing indirsticns of consumer resistance
to the nonfood goods which vere being menufactued in State enterprises. In
recent years the most graphic evidence has come from the si_zé of unsold
inventcries in the hands of the veteil and wholesale networks. In 1961,
total inventories of nonfood goods werelDO percent sbove 1955, while reteil
sales .were anly 6C percent sbcve. 22/ That this increase in inventories
is attributed partially to unsslesble goods (st present prices) is suggested
by the bheavy prcos commentery concerning the poor quality of soft goods and
copsumer durables znd the lack of e more sultsble agsortment.

Iv. reeponse to the growing signs of consumer diesatisfaction, the
State ordered the produsiicr. msnagers ‘o manufacture better and more attrsciive

goods =nd streogthéned the position of trade officials in deciding whether

22

Approved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8




. Approved For Release 2000/04/17 : CIA-RDP79T01049A002600010004-8

to accept or reject shipments of comsumer goods. The increased authority
granied to the trade officials bas not yet resulted in any substantial
improvement in the consumers' position.

The difficulties of bringing consumption ard production into
equilibrium ere numercus. In the Soviet Union both production and prices
react only sluggisbly, if at all, to the forces of demand, so thab the
confiict betwesn consumers' and planners' preferences results in the piling
up of some goods oz the shelves at the sawe Lime as there sre long waiting
lists foxr certain other products. Since moet of the trade officlals bave
received their trainipg ané experiepce in er economy ir which buyers were
willing 1o purcamse sny goods sveileble, they bave had little experience or
traiaing in estimating or anticlipating consumers demands.

To reduce inventories, credit purcheses were introduced in 1959,
for goods in velstively ample svpply. Tae terms for such purchsses were
relatively liberal: 25 percent of tbe purchase pricé wag required as &
down payment, with six moniths to one yea; in which to pay the balance. The

effective rate of interest on the credit recsived was 1 to 2 percent per

year. g;/ But in 1961, such sales constituted slightly more than 1 percent of 4-t;

fotel ;
aretail sales. fﬁi/

k. Boft Goods
in the period 1951-55, the per capitae availabllity of soft goods,
as neaswred by welghted productlon indexes, increased at the aversge annusl

rate of 8.4 percent.* However, in the periocd since 1955, it has incressed

* A volume Index of soft goods snd consumer durables was constructed for
the USSR in the periocd 1950-61, with 1955 retail sales used as value weights.
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Table 6

Per Copita Consumption of Soft Goods in the
ISSR apd the US

Unit of USSR Us
Meea.gurement 10952 a/ 1960 b/ 1959 ¢/
Textiles, total me - 20 ¢f 26 70 ¢f
of which:
Cotton m2 17 19 52
Wool P 1.3 2.2 2.7
Silk and
artificisl fabrics me 0.7 . 3.4 15
Linen we 1.2 1.3 negligible
Knitted vear pleces 1.6 2.9 1 &/
Stockings, hose pairs 3.1 h.5 ef 10 £/
Leatler shoes peirs 1.3 1.8 3.4 g/

a. Estimated spperent consumptlon based on production estimates in USSR,
TSU, Narod__n%e Khozyaysivo v SSER v 1958 Godu (The Natiomal Economy of the
USSR in 1958, Moscow, 1959, several pages, and USSR. TSU. Sovetskaye .
Torgcvlya (Soviet Trade}, Moscow, 1956, pp. 82, 90. 131.

b. Tyukov, V. "Sovetskaya Torgovlya v Period Razvertnutovo Stroitel’stva
Kommunisma' (Sovet Trade in the Period of the Development of Commundism},
Plancvoye Khozysystvo, No. 11, Nov 1961, p. Lk,

c. All figures rounded to two sigoificant digits.

d. Erro, I. “Catching Up and Outstripping: An Appraisal,” Problems of
Communism, Vol X, No. IV, Jul-Aug 1961, p. 25.

e. Aganbegysn, A. "Uroven' Zhizrdi Trudyashchikhsya v SSSR 1 v UShA" (The
Standard of Living in the USSR and the USA) Mirovays Ekonomlika 1 Mezhdunsrodnyye

SRR R IR T T

Otnosheniva, p. 35. The figure is for 1959.
f. Erro, op. cit. p. 27. Estivate of 1960 per capita production.

g. Ibid., p. 25.
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at only 4.3 percent per year. pvestigation of a shorter t+ime period reveals
that the growth of soft goods profuction has coptinued to decline. For
example, in the period 1959-61, the average annual increase 4n the production
of soft goode dropped 0 3.5 pereent.

Desplte its slowdown, there have been important structursal changes
in the copsumption of soft goods since the early 1950's. For exarple, of
total sales of %extiles In 1952, aboﬁt 6k percent were of cotiom, snd
16 percent of silklike fabrics (mostly =ayon goods), 25, / waile, by 1961,
the proportion of cotton to the total hed dropped to 39 percent and the
proportion of gilklike fabricc hed climbed to 29 percent. 26 / Although such
g ghift would seem to represent a gharp improvement in the quality of the
fobprice consumed by the Soviet people, the paper ip this series dealing with
congumer goods' production tends to dimeredit such & conclusion.

in addition to the chsuge in the structure of textlle consumption,
the proportion going directly into ready-made garments Increased, while the
ghare of textiles which was purchased by consumers in State stores, snd custom
procesged into gervments éither gt.hnme, by seamstresses, CF artels, declined..

The 1ncréaéed demand for higher gquality meichgndise,also affected
the caggumption'pattern for footwear; Whereas in 1952, only abmu# 57 percenf
of the total éales of footwear represented the sale of leather shﬁes MEI/’
by 1961, purchases of jeather shoes comprised approximately 7 percent of

wotal ssles of Footweer. 28/

2. Consurer Durables
Although during ’ohe> deeade of the 1950's, production of comsumex
durables inereas~d at en extx-eamely rapid rate, the stock of consumey durables
in the USSR in 1960 was s™ill extremsly low. Data have been published on the
25
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gtocks in households of certain durable goods in 1960, and these are
reproduced in Table T together with the available estimates of 1960 US
stocks of the smme goods. It should de noted, however, that Soviet and US
stocks of consumer durables are not strictly comparable due to the poorer
quality of Soviet goods and to the fact that the Soviet models differ
substantially from their American counterpart. For & discussion of the

quelity of Soviet durable goods, see the paper in this series by Erro.

Table T

Stocks of Consumer Durables per 100
Families in the USSR end the US

USSR UsS
Name of Product I9%60 a/ 190 b/
Radio equipment L8 ol
Television 10 89
Cameras and photographic equipment 17 N.A.
Wai;hches and clocks 263 ” N.A.
Refrigerators 3.5 98 ¢f
Sewing machines 35 N. A
Washing machines 5 af 95
Two-wheeled modes of tramsportation L5 N.A.

a. Tyukov, V. 'Sovetskeye Torgoviya v Period Rervernutovo
Stroitel’'stva Kommmisma” (Soviet Trade in the Period of the
Development of Commrunism), Planovoye Khozysystvo, No. 11, Nov.
1961, p. kb. These figures exclude rental equipment.

b. Commerce, Bureau of the Census, Statistical Abstract of the
United States 1961, Washington, 1961, p. B2Y. | Besed on 51,690,000

potential users except for radios where potential users are 53,300 5000,

c. Electric refrigerators only.
4. Lokshin, E. "Narodnoye Potrebleniye i Torgovlya Dvadsatiletke"
(National Consumption and Trade in 20 years) Sovetskoye Torgovlya,

No. 11, Nov 1961, p. 10.
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C. Services

Household expenditures for utilities (heat, gas, electricity,
telephone, etc.), trangporiation, recreation snd sports, religion, personal
cafe and repalr services, and housing are estimated to have incressed at
the average annual per cépita rate of 5.9 percent duﬁing the period 1956-61,
which was slightly wore than the average annusl) increase of 5.8 percent
registered in the period 1951-55.

The notable laggsrd in the service sector has‘been in housing.
Although the urban housing stock (measured in terms of living space®)
increased by 95 perecent from 1950 to 1961, there has been only a 6 percent

increase in the ruvral housing stock. Adjusting the urban

housing stock for population chongeg, the per capite increase in living space

Tabhle 8

Average Annual Rstes of Crowth of Urban
apd Rural Livisg Space
(percent)

1951-55 1956-61  1956-58  1959-61

Urban housing Lok 7.9 Te5 8.3
_ Public k.9 6.2 5.1 7.1
Pz}ivate 3.6 1C.2 10.5 9.8
Rursal housing 0 1.0 1.0 1.0
Urbaﬁ housing, per capits 0.4 3.7 3.0 L.4
Rural housing, per capita . 0 1.4 1.2 1.7

* In the Soviet Union, living space is defined to include dining rooms,
living rooms, bedrooms, tut does not include bathrooms, kitchens, hallways,
and corrvidors. Approximately T3 percent of the total urban housing stock
ic eptimated aes living space.
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during this same period of time was only 28 percent. The decline ip the
rural population coupled with the 6 percent increase in housing stock
resulted in an 8 percent‘increase in per capita rural housing.

The big spurt in urbav housing (incressing the étock by 33 percent)
occurved in the period 1957-60. In 1957, the government pledged to "over-
come the housing shortage"” im 10 to 12 years, and tock the necessary steps
to increase housing construction between 1957 and 1960. In addition to
allocsting additionel funds'for State housing, the goals for private urban
housing were iIncreased by 33 percent.

To facilitate the fulfillment of the goals for private housing
construction, ithe government made building lots availeble and encouraged
local enterprises to help private bullders obtain materisles and even urged
them to provide trucks for the purpose of hauling the materisls. As 3
result of the regime’'s attitude,; substantial increases in the construction
of private housing tcok plage between 1957-60. Since then, however, the
‘increase in State investment in housing has slowed and private home
constructicon has bagun to falter because of a reversal in 1959 in the
goverument's policy toward private home building. Not only has credit
been tightened in certain regions, but the nuwmber of buildiﬁg lots and
supplies of bullding materials made avaiiable for that purpose have been
restricted.

Although there hos been a rapid spurt in home duilding in the last
several years, the Sovlet housing stock is still woefully inedequate.
Tor example, in 1961, per capita-living space in urban areas was only

71 square feet, while in Tuval areas it was even less - 66 square feet.
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This compaves wilth an estimate of apprcximately 30C square feet per capita
in the US in the same period. In addition, after years of neglect and
un&er»maintgnance, the condition of the Soviet housing stock is extremely
poor.

D. Comaunal Consumption

Communal consumption includes the value of heslth, education, and
other socisl services supplied by the government, collective farms, and
other enierprises to the populatlon free of direct charge. Included a;e
the conventicral services asgociated with health care such as doctor's
gservicas; the upkeep of clinics, hospitals, reat homes and sanitoris;

public heslih measures; etc.

The expendliuvras for aducation, vhich are included in the definition

of commungl services, ~onsist not coly of expenditures for schools; but
also expenditures for libraries, museums, parks, snd other cultural and

recreationsal setivities. Although the Scoviet concept of communal services

includea expenditures on scientific research, these costs have been excluded

in the concept of commupal services as drfined 1in this paper.
in the period 1956.61, consumption through communel services
incresasd ab the aversge snnuel per capits rate of 3.9 percent, with an
increase of 4.6 percent in the peviod siree 1958. This compares favorably
with the aversge snnual per capita inecrease of 3.0 percent between 1951-55.
Gince 1955, expenditures for health care have increased st a
considesehly faster cube than expenditures for education. Expenditures in

heslth have increased ot the average annual per capita rate of 5.0 percent.

29
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vhile expendiiures on education (excluding scientific research) have
increased at the aversge annual per capita rate of 3.1 percent.
In the pericd 199%-61, communai consumption incremsed move

slowly than personsl consumption,

30
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V. The Problem of the Recent Infiation

.....

As indiceted above, zince 1950, real conpuwser dispossble income has
inereased at a rapid rate. Until recently, the State has provided {at
given prices) a sufficient quantiity of goodz and services to absorl the
growih in purchasing powsr. However, cevidence has recently become avaellable
of a growing disparity bzitween the rates of lancrease in money income and
of real consusmption of goods and services. The imbalence between the
suppiy of zoods and services and consumer purchasing power, whish Khrushchev
has celled”. . . a situation fraught with dangerous conseguences,” is the
hasis of his impediste problem with the consuwmer.

Becauss the regime has had a conaistent policy of not ralsing prices In
retail stores, the f&aulting inflaﬁiémary prassures hock the form of long
waiting lists for comsumer durables, growlng queues for ceriain nonfood goods
in Siste cutlete, rising prices In the collectlive Tarm markels, and & growth
in unplanned savings on the part of the consumers. In the face of this
inflationary sap ard the 4im prospecis for future acceleratlion of production
for cowsuvnmer purposes, a 30 percent increase in the average price of meatl
and meat productis avd a 25 percent lnecrsase in the price of butter was pui
into effect r State stores oa 1 June 1962, The purpose of these price
increnses was to bring supply and demand in State controlled cutlets for
thege two cormodities closer to equilibrium and at the same time to reduce
purchasing pover asld by the pepuiation. As Khrushchev sxplainsd in a
speech to Cubsn studernds oo Jane 3wd, ™. . . . .we have rupn inte difficulties

o

caused by the fact thal cur pecple now have move money than thermw are goods

being turned out by our industry end agriculture." 29 / Apparently the

31
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reaction of the urban population to these large price ipcresses was rather
violent in certain urhan centers. A series of protest rallies and riots
caused dozens and possikbly bundreds of leaths, necessitating the use of
Soviet army units tc quell the disturbences. ;g;/ In an attempt to increase
the suppiy of those peoducts which were in greatest demend, anéd thus reduce
inflationaxry pressures, the government also ammounced in June 1962 mn average
Increase of 35 percent in the price it would pay to individuels and collective
farms for the mesit 1% purchases.

Apparently the siteps taken in June 1962 to reduce or prevent the
expenslon of inflationary pressures on the economy weve insufficient, for
on September 2h4th the government anacurced the postponement of the scheduled
abolition of the income tax. Fowever whether the recent price edjustment
and the postponement of the tax cut will successfully curtail its growth
remains 20 be seen. At the time of this writing, it appesars highly unlikely
that substaniial resources will be allocated to the consumer sector in an

effort to eass the inflstionary pressurz.
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